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KEY ECONOMIC INDICATORS 


Valués in Billions of BF unless otherwise stated. Average % 
of Change 
June June June 1975/74 
Item 1973 1974 1975 & 1974/73 # 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices 1,796.3 2,105.0 2,315.5* 
GNP at constant 1970 prices 1,513 1,574 1,550 * 
Per capita GNP at current 

prices (in BF) 184,700 215,700 236,500 * 
Savings as % of disposable income 17.9 18.5 17.2* 
Investment as % of current GNP 22.4 23.7 23.4% 
Indices: 

Industrial production (1970=100) 110 120.2 112.9 

Average industrial wage 

(1970=100 ) 148 174 210 

Iron & steel production (1000 T) 

(6 months ) 7,910 8,676 6,772 
Electric power consumption 

(Mil. KWH) (6 months) 18,801 20,166 19,130 
Unemployment rate (June) 3.5 3.8 6.1 


MONEY AND PRICES 

Money supply 582.2 621.3 700.1 

Savings deposits 788.9 867.4 

(May ) 

Public Debt 715.1 846.7 921.3 

Discount rate, National Bank 5.50 8.75 6.00 

Price Indices: 
Retail (1971=100) 112.3 126.5 142.3 
Wholesale (1953=100) 140.9 167.4 168.4 


BALANCE OF PAYMENTS AND TRADE (B.L.E.U.) 
Gold & foreign exchange reserves 204.0 246.1 
(Apr 30) 

Balance of payments + 16.2 + 20.3 

Balance of trade (5 months) - 30.4 - 2.7 

Total exports FOB (5 months) 451.9 440.6 
Exports to U.S. (5 months) 24.7 17.9 
Exports to’ Common Market (5 months) 321.9 301.2 

Total imports CIF (5 months) 482.3 443.3 
Imports from U.S. (5 months) 33.4 28.9 
Imports from Common Market (5 mos) 243.3 321.0 298.5 


Main imports from the U.S.: Machines and equipment - 5.327; Agricultural products 
5.805 (of which grains 3.863); Chemicals - 2.703; Metals - 2.454; Transport 
equipment - 2.247; Minerals - 2.204. 


*Estimates #Simple, not compound, average. 

Belgian franc - U.S. dollar exchange rates: 12/20/71 - 2/13/73 BF 44.81 = $1; 

2/14/73 - 12/31/73 BF 39.45 = $1 (average); 1/1/74 - 12/31/74 BF 38.95 = $1 (average); 
1/1/75 - 6/30/75 BF 34.93 = $1 (average) 





SUMMARY 


The Belgian economy is in recession, and the Belgian Government is not 
optimistic about the prospects for a quick or steep recovery. Short-term 
economic forecasts have been repeatedly revised downwards, and the prevailing 
view now is that little real improvement can be expected before the second 
quarter of 1976. Prime Minister Tindemans, Finance Minister De Clercq, and 
Economics Minister Herman have all publicly stated some version of this view. 
The extent of the recession means that GNP will not grow at all in real terms 
in 1975 and may actually slip as much as 2%. (Inflation will bring about a 
nominal increase of around 10%.) Currently projected GNP growth in 1976 

is 1.9% in real terms. In addition, unemployment has risen to the unheard-of 
post-war level of more than 7% of the labor force in September 1975. 
Industrial production has slid to only 70% of capacity, with such heavy 
industries as steel and paper being hardest hit. 


Foreign trade, responsible for more than half of Belgium's GNP by value in 
1974, has contracted; but imports are down more than exports and, as a 
result, 1974's serious trade deficit has narrowed in 1975. With so large a 
proportion of industrial capacity dependent on foreign markets--primarily 
those of West Germany, the Netherlands, and France--there is only limited 
scope for domestic policy alone to stimulate recovery. Ultimately Belgium 
can return to full production at about the same pace as her major trading 
partners. The balance of payments has held up well, but there are signs of 
nervousness among Belgians that may be manifested in greater interest in 
investing available funds outside Belgium. 


The debate is raging in the Government, press and academies as to what needs 
to be done to promote recovery. Considerable attention is focused on the 
Belgian system of indexation of wages; rents and virtually all other 
contracts are adjusted automatically in response to changes in the consumer 
price index. Indexation has a long, proud history in Belgium, and any 
attempt to reduce its effectiveness is sure to meet with strong opposition 
from labor unions. But many observers think that in the past couple of years 
the system has contributed to an inflationary spiral that ultimately 
threatens to price Belgian products out of foreign markets. The situation 
is further complicated by Belgium's participation in "the snake", a group 

of European currencies whose exchange value is tied closely together. 
Insofar as Belgian inflation is greater than that of its "snake" companions 
it further strains Belgium's competitive position. While indexation is 
becoming more controversial, there have also been straws in the wind 
suggesting that a range of traditional policies and practices of the 
managers of Belgian corporations may also come in for scrutiny, including 
pricing policies and reporting requirements. 


The United States enjoys a favorable trade balance with the Belgium- 
Luxembourg Economic Union (BLEU), with traffic declining in both directions. 
The Belgian recession and the recent recovery of the dollar relative to the 
Belgian franc have temporarily reduced opportunities for major U.S. sales 
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in Belgium, but it is likely that agricultural products, technologically 

advanced or innovative machinery and equipment, and raw and intermediate 

materials will continue to find a ready market. Foreign investors remain 
welcome in Belgium, but new investments from the U.S. and elsewhere have 

in fact declined in 1975. 


CURRENT ECONOMIC SITUATION 


The Belgian economy resisted the general recession of the industrial world 
longer than did others, but it now suffers from all the familiar symptoms: 
high unemployment, sagging production, decreased trade, plus inflation. 


Industrial activity was relatively flat during most of 1974, but then 
declined seriously--by around 25% in the nine months ending July 1975. 
Post-summer indications are that the slide may have been arrested, but 
there is not much optimism that there will be meaningful recovery before the 
spring of 1976. The leading victim has been the steel industry, which is 
suffering all over Europe and Japan. Average monthly production was 
1,349,000 tons in 1974, but dropped to 1,129,000 tons per month for 
January-June 1975, and then to just half of that level in July and August, 
when many facilities shut down for lack of demand in cooperation with other 
Common Market steel-producing countries. Other industries suffering slumps 
of major proportions include paper (down 28% through August 1975, compared 
with 1974 average), metalworking (down 13%), textiles (natural fibers down 
9%, synthetics down 44%), and flat glass (down 26%). 


The key to the decline in economic activity has been the severe weakness in 
demand for Belgian exports. The large rise in export value between 1973 

and 1974 was almost entirely the result of higher prices; the volume of trade 
did not rise at all. In 1975 prices for export goods have flattened out, 

but slack demand has caused a drop of 4.3% in volume and 2.5% in value 
through May. 


Uncertainties as to sales expectations, narrowing profit margins, idle 
production capacity, and cash flow difficulties have led management to scale 
down investment. Money supply growth has kept pace with inflation, but 
business loans have fallen off drastically (only 4% increase in value since 
January) despite sagging interest rates. Residential construction demand 
has weakened. Consumption expenditure has lost momentum but remains ahead 
of 1974 in real terms. Indexation of wages has helped workers' salaries to 
keep pace with inflation, but the gross disposable income of households 

has increased only very slowly, chiefly because of increased unemployment, 
loss of overtime, and shorter work weeks. 


Unemployment reached the 7% level in September, and shortly thereafter 

the number of unemployed persons passed 200,000 for the first time in the 
post-war period. The impact on society of the dramatic increase in 
unemployment has thus far been cushioned by generous social benefits to the 
out-of-work. With high minimum and average wages, it will take a considerable 





speeding up of economic activity to reverse the trend to increasing 
unemployment. The Government's proposed budget for 1976 is not intended to 
be reflationary, although it anticipates a deficit of 17 billion francs 
against projected operating expenses of BF 681 billion. Investment 
expenditures are programmed at BF 143 billion, a 14% increase over 1975. 
Government borrowing to finance this deficit will not grow from 1975 to 1976, 
according to official planners. It is more likely, however, that the 
deficit will grow and that fiscal policy will provide some limited economic 
stimulus next year. At the least, it guarantees continuation of an active 
public works program in coming months. 


One of the chief reasons for not adopting a more aggressively reflationary 
fiscal policy is the persistence of a high rate of inflation. It has eased 
to 11-12% during 1975, after 15-16% during the second half of 1974, but it 
remains the highest of the six full members of the European monetary "snake", 
and only a small further improvement to the 9-10% level is expected in 1976. 
This high rate of inflation was generated in the first place chiefly by 
external factors, the most important of which was the 1973 increase in oil 
prices. But once begun, the Belgian indexation system, which applies to 

some 80% of national income, immediately compensated labor for the loss of 
buying power. This in turn increased the cost of production for Belgian 
manufacturers selling in domestic and foreign markets. The extraordinary 
responsiveness of wages to rises in the cost of living cut into Belgian 
trading competitiveness, and that is the policy problem facing Prime Minister 
Tindemans' Government. The Government intends to revise the composition of 
the consumer price index effective January 1976. Other proposals, such as 
delaying the implementation of index-triggered wage increases, have, 

however, met steadfast opposition from labor. 


One bright spot in the Belgian economic picture has been the strength of 

the balance of payments. For the first seven months of 1975 there has been 

a favorable overall balance of BF 17.4 billion, despite high prices of 
imported fuel. The goods and services section of the account was particularly 
impressive, showing a positive balance of BF 44.3 billion, compared with 

BF 24.4 billion for the same period last year. But that strong position is 
entirely attributable to performance in the first quarter of 1975. Since 
then, the balance has been slightly in deficit, the result of a sharp 

decline in the current account surplus--from BF 21.7 billion to BF 4.7 billion-- 
and a trend toward movement of private capital out of the BLEU--from 

BF 0.9 billion outflow to BF 9.3 billion. The negative flow of capital is 
accounted for by both reduced foreign investment in Belgium and increased 
Belgian foreign investment. It may be merely the effect of other economic 
factors, but will bear watching when the hoped-for general upturn arrives. 





IMPLICATIONS FOR THE UNITED STATES 


The volume and value of trade between the United States and the Belgiun- 
Luxembourg Economic Union (BLEU) slowed considerably in the first five 
months of 1975, as compared with 1974. This contraction affected BLEU 
exports to the U.S. more than its imports from the U.S., and thus the 
favorable American balance in this trade widened to more than $250 million, 
on a total of some $725 million of U.S. sales to the BLEU during that 
five-month period. In only one important sector have U.S. sales increased-- 
grains, where last year's figures have been more than trebled to about 

$100 million (660,000 metric tons in five months compared with 461,000 metric 
tons for all of 1974). Agricultural products generally are now the most 
important U.S. export to Belgium, although the market for fats and oils 
declined along with those for most U.S.-manufactured goods and raw materials. 
Certain mainstays, such as transport equipment (down 43%) and chemicals 

(down 28%), have been harder hit than others, such as electrical machinery 
and equipment (down less than 10%). The drop in total U.S. exports to the 
BLEU is proportionally greater, both in value terms and in volume, than the 
overall drop in BLEU imports, and our share of the market declined from 

7 to 6.5%. There is not yet sufficient evidence to judge whether this 
decline constitutes an unfavorable trend. 


Belgium's exports to the U.S. declined far more precipitously than her 
imports from the U.S.--about 27% in all. The hardest hit item was 
automobiles, down from BF 7.2 billion to BF 4.0 billion; but steel and 
precious stones, two other major items, also suffered from reduced demand on 
the American side. The one important exception was in chemicals, where 
increased Belgian sales of organic chemicals paced a 15% increase in that 
sector's importance to BF 2.3 billion for five months. 


It would be over-optimistic to expect any quickening of demand for American 
finished goods until economic recovery is well under way, especially since 
the U.S. dollar strengthened by some 15% between spring and late summer 
against the Belgian franc. But opportunities may present themselves sooner 
for sales of U.S. raw materials and farm products, and for intermediate 
goods and capital equipment as business activity begins to pick up. The 
Belgian Government's public works programs may generate some business for 
capital equipment. 


Sale of big-ticket items such as aircraft and defense systems involves 
negotiation with government and quasi-government entities. Over the past 

few years increasingly sophisticated criteria have been applied to judge 

among contending foreign bidders, and a tendency is developing for these 
criteria to be applied in modified form to smaller sales and even to essentially 
private sector sales. One of the considerations that has become important 

is the ability of the foreign supplier to offer "industrial compensation" 

in Belgium, usually in the form of purchases from Belgian firms amounting 

to 40% or more of the value of the sales contract. These purchases are 

normally expected to be of products and services closely related to the 

product sold in Belgium. The desire for industrial compensation is a reflection 
of Belgian concern to keep up employment and productivity in established 
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industries, and also to minimize the net outflow of cash resulting from 
purchases abroad. At the same time, it gives Belgian industry a chance to 
participate in production of state-of-the-art equipment or at least to 

keep up with the best available technology. But it is a concept that com- 
plicates doing business in Belgium, especially in sectors where Belgian 
costs are higher than those in the U.S. or elsewhere. In certain industries 
it is often the case that the U.S. bidder can offer superior performance, 
efficient maintenance, and an attractive price. Including industrial 
compensation in the bid package may then be the element that decides the 
issue in his favor. 


Areas deserving special concentration because of generally favorable market 
conditions and U.S. competitiveness are laboratory instruments, aircraft 

and ground support equipment, pollution control equipment, security and 
industrial protection equipment, food processing and packaging machinery, and 
process control instrumentation. The present recession notwithstanding, 
Belgium's long rise in prosperity, and the quality and competitive prices 

of American consumer goods, has opened up new possibilities for sales in 
Belgium of such items as towels and linens, sports clothing and equipment, 
housewares and some appliances, glassware, garden furniture, and power lawn 
mowers. 


The Belgian Government continues to maintain one of the friendliest policies 
toward foreign investment of any country in Europe. The overall inflow has 
Slowed down with the current recession, and U.S. investment as a percentage 
of the total has dropped sharply. Questions are raised about the cost of 
production in Belgium because of high costs for labor, raw materials and 


intermediate goods. The potential investor should examine these factors 
closely. But opportunities remain for establishing facilities in Belgium 
to market in Europe and beyond, and in many cases Belgium can still offer 
attractive inducements. 
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